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Department of Health Care Policy
and Financing

| ntroduction

The Department of Health Care Policy and Financing (HCPF) was created as part of
the restructuring of State departments under House Bill 93-1317 effective on July 1,
1994, or the beginning of Fiscal Year 1995. The Department is the State agency
responsiblefor administering the Medicaid program, thefederal program designed to
provide health services to eligible needy persons. HCPF contracts with the
Department of Human Services for some services, such as determining individuals
eigibility for Medicaid benefits. The Medicaid grant is the largest federa program
administered by the State and is funded approximately equally by federal funds and
state general funds. During Fiscal Y ear 1999 the Department expended almost $1.91
billion and had 159 full-time-equivalent staff (FTE), compared with $1.67 billion in
expenditures and 146 FTE in Fiscal Year 1998.

During Fiscal Year 1999 the Department continued to work on developing an
expanded children’ s health insurance program for children 18 years of age and under
as authorized by House Bill 97-1304, referred to as the Children's Basic Health Plan
or Children's Health Plan Plus. In October of 1997 the Department submitted the
State’'s plan for children’s hedlth insurance to the federal government in order to
obtain federal funds for these types of programs under the federal Title XXI, the
Children’s Hedlth Insurance Program.

The public accounting firm of Baird, Kurtz & Dobson (BKD) performed the audit
work at HCPF as of and for the fiscal year ended June 30, 1999. During its audit
BKD reviewed and tested HCPF's internal controls over financia reporting and
federal programs, including compliance with certain state and federa laws and
regulations, as required by generaly accepted auditing standards, Government
Auditing Standards and U.S. Office of Management and Budget (OMB) Circular A-
133.
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Obtain Approval for Cost Allocation
Plans

See Recommendation No. 2in Section |1 of the Schedul e of Findings and Questioned
Costs.

| mprove Oversight of the Medicaid
Program

Theaudit reviewed the Department of Health Care Policy and Financing’ sprocedures
for complying with other federa requirements for the Medicaid program such as
determining the dligibility of individuals and providers under the program, making
payments only for allowable costs, and monitoring controls over automated systems
essential to the program. To assist it in carrying out the Medicaid program, the
Department relies on the Department of Human Services and a nongovernmental
contractor to perform specific functions. However, under federa regulations the
Department of Health Care Policy and Financing remains ultimately responsible for
the Medicaid program. Therefore, HCPF must have control procedures in place to
ensure compliance with state and federal regulations for all aspects of the Medicaid
program, whether performed directly by the Department or by another entity through
contractual or other formal agreements.

Determination of Individuals' Eligibility

Under the Medicaid program, the Department is responsible for determining the
eigibility of individuas to receive Medicaid benefits. In addition, the Department
must determine the €eligibility of medica providers to be reimbursed for services
performed under the Medicaid program for thosedligibleindividuals. For Fiscal Y ear
1999, HCPF paid Medicaid benefitsto various providersin excess of $1.76 billion on
behalf of individua beneficiaries.

Timely Review of Single Entry Point Entities

The Department of Health Care Policy and Financing has established an agreement
with the Department of Human Services (DHS) to oversee the determination of
individuals eligibility for Medicaid benefits in accordance with federal regulations.
DHS accomplishes the eligibility determination process through various entities that
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serve asthe Single Entry Points (SEPs) for the Medicaid program. Oftenthe SEPis
alocal county department of social services. Inorder to ensure that benefits are paid
only to eligible recipients, HCPF must monitor the Department of Human Services
oversight of the SEPs.

Under the agreement between HCPF and DHS, the Department of Human Services
isresponsiblefor performing the following three proceduresto monitor the SEPs and
their role in the Medicaid program:

» Obtaining and reviewing the SEPs Single Audit reports, which are performed
by independent public accounting firms annually and must report any
identified problems with compliance related to federa programs.

* Conducting detailed compliance audits of the SEPs.
*  Conducting performance audits of the SEPs.

The audit found that of the three areas, HCPF only reviews or monitors the
Department of Human Services activities related to the performance audits of the
SEPs. Performance audits were performed and monitored by HCPF for all SEPs
tested.

For the compliance audits, we selected five SEPs for testing out of a total of 25
entities. Wefound that infour of thefive cases, the SEPs compliance auditswere not
performed timely. For these four SEPS, in two instances the most recent compliance
audits available were for the Fiscal Year 1995, and for the other two instances, the
most recent were for the Fiscal Y ear 1996.

In terms of the review of Single Audit reports, DHS had received the Single Audit
reports timely for all SEPs but one. However, HCPF did not monitor or know the
results of DHS's review of these audits. Therefore, HCPF did not have information
about compliance problems that may have been identified or what action DHS had
taken to resolve the problems. (CFDA Nos. 93.775, 93.777 and 93.778—Medicaid
Cluster—Subrecipient Monitoring.)

Testing of Filesfor Individuals' Eligibility

The audit also included testing of a sample of Medicaid expenditures to determine
whether or not the paymentsmadewerefor individual sthat wereeligiblefor Medicaid
benefits. Asdiscussed above, client eligibility is determined by the SEPs. The audit
tested 217 expenditures, and weidentified 10 instances of client eligibility errorswith
avaue of $5,256 (federal share $2,659) described as follows:
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* Intwo instances, a beneficiary's file did not contain information sufficient to
determine whether the beneficiary was eligible to receive services under the
Medicaid program.

* Inoneinstance, aclient's case file indicated they were not eligible for federal
Supplemental Security Income(SSl). Accordingtotheclient'seligibility type,
they needed to qualify for SSI in order to receive Medicaid benefits. There
was no indication the individual qualified under other criteria.

* In seven instances related to one Primary Care Physician (PCP) program
incentive payment covering a six-month period of time prior to January 1,
1999, the Department of Health Care Policy and Finance was unable to
provideinformation about the specific Medicaid recipients on behal f of whom
the payments were made. Without this supporting documentation, we could
not determine whether or not these recipients were éligible for benefits under
the Medicaid program.

According to federal regulations, clients must be eligible for the Medicaid program
in order to receive benefits (42 CFR Part 435, Subparts G and H). By not ensuring
that SEPs are adequately and appropriately determining client eigibility, HCPF risks
that benefits may be paid on behalf of indligibleindividuals. If incorrect paymentsare
made on behalf of individuals as a result of errors in the eligibility determination
process, the Department would haveto repay to thefederal government any Medicaid
monies previously reimbursed to the State for these individuals.

Beginning January 1, 1999, HCPF is utilizing its automated Medicaid Management
Information System for the PCP incentive payments, which makes these paymentson
amonthly basis. The remittance generated includes the necessary client detail, and
this should address the problem identified in this area. However, the Department
needsto improve controlsto ensure that benefitsare paid only for eligibleindividuals
and that information maintained in client files adequately documents individuals
eigibility. (CFDA Nos. 93.775, 93.777 and 93.778—Medicaid Cluster—Eligibility
(Client Eligibility).)

Recommendation No. 23:

The Department of Heath Care Policy and Financing (HCPF) should strengthen
controls over Medicaid client eligibility processes by:

a. Reviewingonaregular basisthe Department of Human Services performance
of the Single Entry Point monitoring responsibilities and following up on all
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errors and inconsistencies. HCPF should document the process it performs and the
results of its reviews.

b. Working with the Department of Human Services to implement control
policies and testing procedures to ensure all county departments of social
services are maintaining current and complete files for Medicaid-eligible
beneficiaries.

c. Establishing control procedures to ensure claims are not being paid for an
individual that isineligiblefor benefitsand to ensureindividua sthat no longer
meet eligibility requirements are disenrolled from the Medicaid program.

Department of Health Care Policy and Financing
Response:

a. Agree. The existing process will be improved by adding responsibilities
for timely notification of audit report receipt by DHS; identification of
necessary follow-up activities by HCPF and/or DHS; and the
implementation of an automated tracking procedure at HCPF for the
status of Single Audit Act reports and the compliance and performance
auditsperformed by DHS. Thisrequirement will be effective December 1,
1999.

b. Agree. The Depatment of Health Care Policy and Financing in
cooperation with the Department of Human Serviceswill utilizeMedicaid
Eligibility Quality Control projectsto test and review digibility and case
documentation in error-prone program areas. In addition, the Eligibility
and Enrollment Section has developed abest practices manual to be used
by counties as an aid to client file organization and documentation. This
will be distributed to the counties in December 1999.

c. Agree. The MMISdoeshavein place internal systems editsthat prevent
the system from paying for an individua that is ineligible for benefits
according to the COIN (Client Oriented Information Network) eligibility
information we receive from the DHS. The client information is input
daily at the county level. The Department will work with DHStoimprove
the timeliness of data entered into the COIN system. This process will
begin immediately and a statement regarding this will be included in the
Memorandum of Understanding between HCPF and DHS when it is
renewed on July 1, 2000.
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Paymentsto Eligible Providers Under
Medicaid

The Department of Health Care Policy and Financing contractswith aprivate service
organization to function as afiscal agent for the Medicaid program. Among other
things, this organization is responsible for ensuring that payments are made only to
those medical providers that are eligible to provide services and receive
reimbursements under Medicaid.

Adequate Documentation of Provider Eligibility

Aspart of thefiscal agent’ sresponsibility, it must maintain documentation to support
that the medical provider receiving paymentsis an eligible Medicaid provider.

Out of the sample of 217 Medicaid expenditurestested, the audit found 131 instances
of provider eligibility errors. In some cases, more than one type of error was
identified with aparticular provider. Thetotal value of payments made to providers
for which one or more errorswereidentified was $499,359 (federal share $252,626).
Paymentsto ineligible providers subject the State to the risk that the Department will
have to refund monies previoudy reimbursed by the federal government. As
mentioned earlier, the total claims paid under the Medicaid program were in excess
of $1.76 billion for Fiscal Y ear 1999.

The audit identified errors described as follows:

» Therewere64instanceswherethe provider filesdid not contain asigned copy
of the provider agreement. According to federa regulations (42 CFR
8431.107), there must be an agreement between the Medicaid agency and
each provider furnishing services for which reimbursement is claimed.

» Provider files lacked documentation of required licenses as follows:

v Fifty-three providers lacked the required license from the Department
of Public Health.

v Sixteen Durable Medical Equipment (DME) providers lacked the
required business or sales and excise tax license.
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v One DME provider had a license that was expired.
v Two physician services providers lacked the required state license.
v Thirty-three pharmacy providers lacked the required pharmacy license.

In order to receive Medicaid payments, providersof medical servicesmust belicensed
in accordance with federal, state, and local laws and regulations to participate in the
Medicaid program (42 CFR 8431.107 and 447.10; and 81902(a)(9) of the Social
Security Act). (CFDA Nos. 93.775, 93.777 and 93.778—Medicaid
Cluster—Eligibility (Provider Eligibility).)

Mental Health Service Providers

The Department of Health Care Policy and Financing has an interagency agreement
with the Department of Human Services, Office of Health & Rehabilitation Services,
Division of Mental Health Services (DHS Mental Health Services) which states that
the DHS Menta Health Services is responsible for monitoring licensing and
certification of mental health centers and Mental Health Assessment and Services
Agenciesunder the Medicaid program. While our audit did not identify any instances
in which these entities had their licenses discontinued or revoked, we did note that
there is no provision in the interagency agreement for notification of HCPF should
such an event occur. If HCPF is not notified when a license is discontinued or
revoked, the Department risks paying claimsto anineligible provider. Thisisanother
type of situation in which the Department could be required to reimburse the federa
government for payments made to ineligible providers under the Medicaid program.

Recommendation No. 24:

The Department of Health Care Policy and Financing should improve controls over
the provider digibility by:

a. Requiring the fiscal agent to review all provider files to ensure each file
includes a current provider agreement and documentation of applicable
provider licenses.

b. Revising control proceduresto ensure expenditures are made only to eligible
providers.
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c. Including provisions in the interagency agreement with the Department of
Human Services, Division of Mental Health Services, that require notification
of HCPF in the event amental health provider losesitslicense or certification
under the Medicaid program.

Department of Health Care Policy and Financing
Response:

a. Agree. Mestings with the fisca agent and the Department have
already occurred and continue towardsimplementing the review of all
provider enrollments, which would start with the oldest to the newest.
The Department had agreed in theformer audit in July to completethe
re-enrollment by July 1, 2005.

b. Agree. The current provider files contain all required documents,
which are based on current control procedures. The audit consisted
of those files that were transferred from Blue Cross/Blue Shield of
Colorado and due to many possible reasons the required information
was missing. Once these files are reviewed based on
Recommendation No. 253, all fileswill be in compliance.

c. Agree. Theseprovisionswill beincludedinour discussionswithDHS
on the next interagency agreement which will be renewed on July 1,
2000. However, due to the limited number of community mental
health centers and our frequent contact with Human Services on
mental healthissues, thiswould make no changein HCPF'sroleasthe
single state agency for Medicaid.

Allowable Costs Under Medicaid

See Recommendation No.3 in Section |1 of the Schedule of Findings and Questioned
Costs.
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Controls Over Automated Systems for
Medicaid

See Recommendation No. 4in Section |1 of the Schedule of Findings and Questioned
Costs.

Medicaid Managed Care Programs and
Complaint Systems

HCPF hasawaiver from the federa government allowing the Department to operate
a Managed Care Program (MCP). Under the Managed Care Program, the
Department is required to ensure that beneficiaries have adequate access to health
care through the MCP. The managed care organizations are paid premiums by
Medicaid on behalf of the beneficiaries served. As part of the audit, a sample of 30
managed care organization billing submissions and related agreements and other
documentation was sel ected for testing out of a population of 591 such organizations
providing services under the Department’s MCP.

Thistesting disclosed one organi zation that was not providing an adequate complaint
system. The Department had al so performed an audit of this provider and determined
the complaint system was inadequate. The Department isworking on the corrective
action plan with the provider.

In addition, two submissions tested under Programs for All Inclusive Care for the
Elderly (PACE) lacked the participant identification numbers and categorical
descriptions of the nature of particular complaints. This information is required
according to the 1999 PACE Managed Care contract. However, more importantly
thisinformation helps to record, track, and resolve the participant’s complaint and is
required under federal regulations. (CFDA Nos. 93.775, 93.777 and
93.778—Medicaid Cluster—Specia Testsand Provisions(Managed Care Program).)

Recommendation No. 25:

The Department of Health Care Policy and Financing should ensure all necessary
information is maintained regarding complaints under the Medicaid Managed Care
Program by requiring all complaints under the Programsfor All Inclusive Carefor the
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Elderly (PACE) be reviewed for completeness of information. In addition, the
Department should continue to monitor providers participating in the managed care
program and follow up on those not meeting program requirements.

Department of Health Care Policy and Financing
Response:

Agree. The Department is currently monitoring the complaint processes of
al Medicaid-contracted HMOs and following up to ensure complete
compliance. Corrective Action Plans have been required from the HMOs on
al areas requiring improvement. The Department is planning another
extensive audit of the HMOs complaint processes in year 2000.

The PACE contractor collects and maintains complaints by utilizing a
prescribed form for recording the complaint, and by listing all such complaints
on aninternal log. The Department requires the contractor to submit copies
of the complaints on aquarterly basis. Thisisasmall population of Medicaid
clients, currently lessthan 300. Because of the vulnerability of the population,
it is the Department's practice to review each complaint. The participant's
nameisincluded on the form, and the Health Plan Manager maintainsalist of
al participants. The Department will review and follow the policiesregarding
recording, tracking and resolving participant complaints. This will begin
January 1, 2000.

Adequacy of Documentation in Medicaid
Fraud Case Files

While testing selected cases from the Colorado Medicaid Fraud Unit (MFCU), we
noted the case files were disorganized and chronological logs used to document the
progress of the case were incomplete. In order to learn the disposition of the cases
tested, theauditorswererequired to interview therespectiveinvestigator for the case.
Thislack of documentation results in dependence on Department personnel, which
could become a problem if staff turnover occurs or if personnel must be absent for
other reasons. HCPF should ensure that adequate documentation exists in the files
to enable personnel other than the investigator to reasonably determine the progress
and disposition of fraud cases under investigation. The Department indicates that,
subsequent to our testing, a new policy on file organization was implemented in the
Medicaid Fraud Unit.
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Recommendation No. 26:

The Department of Health Care Policy and Financing should improve documentation
of fraud cases by requiring that case files contain supporting documentation in
chronological order from case opening to disposition with a corresponding log of the
case history.

Department of Health Care Policy and Financing
Response:

Agree. The MFCU hasimplemented anew policy on file organization, which
should improve documentation of fraud cases. It requires case files contain
supporting documentation in chronological order from case opening to
disposition with a corresponding log of the case history. In addition the
Program Integrity Unit within the Department now receives a case status
report monthly on all cases referred to the MFCU. This report includes
detailed information on the case including case name, investigator as well
prosecutor, case description, current status, and other identifyinginformation.

Drawdowns of Federal Fundsfor the
Medicaid Program

See Recommendation No. 5in Section |1 of the Schedul e of Findings and Questioned
Costs.

Strengthen M onitoring and Reporting for
the Children's Health Insurance Program

See Recommendation No. 6in Section |1 of the Schedul e of Findings and Questioned
Costs.
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Medicaid Fraud and Abuse

The Department of Health Care Policy and Financing is the single state agency
responsible for managing the Medicaid program. Medicaid is a federal- and state-
funded program that provides health care for children, adults, and families based on
income level and medica or physical conditions. During Fiscal Year 1998, the
Medicaid program served more than 258,000 Colorado residents. Medicaid
expenditures, excluding mental health and devel opmental disabilitiesservicesoverseen
by the Department of Human Services, were about $1.1 billion.

Over the past five years, Medicaid expenditures at the Department of Health Care
Policy and Financing haveincreased by $280 million, or 35 percent, while the number
of Medicaid recipientshasdeclined by over 8 percent. The magnitude of expenditures
and volume of services increase the risk of Medicaid fraud and abuse.

The public accounting firm of Clifton Gunderson L.L.C., performed the audit work
of the Medicaid fraud and abuse programs during Fiscal Year 1999. The following
comments were addressed in the July 1999 Medicaid Fraud and Abuse Programs
Performance Audit report prepared by Clifton Gunderson L.L.C.

Detecting Fraud and Abuse

The General Assembly and the Medicaid program want to be sure that, as health care
costs continue to increase, all Medicaid services and payments are appropriate and
misusesandinefficienciesareidentified promptly. Effective, comprehensivestrategies
to identify, recover, and deter inappropriate services and payments are the key to
providing this assurance to taxpayers.

This section reviews the Medicaid program’'s efforts to detect and recover
inappropriate payments and compares Colorado’ s efforts with best practicesin other
states. Overall, we found that the Medicaid program should improveits oversight of
fraud and abuse and strengthen practices for identifying and pursuing recoveries.
Over a threeemonth period, our audit identified over $3.3 million in potential
recoveriesresulting from gapsin fraud and abuse detection activities and weaknesses
in program practices. On the basis of estimates prepared by the federal government
and recoveries obtained by other states, we estimate Medicaid fraud and abuse in
Colorado could exceed $20 million per year or 1.8 percent of total expenditures. In
contrast, Colorado’ sMedicaid program recovered an average of $3.3 million per year
during the past 5 years. By applying successful practices used by other states, the
Colorado Medicaid program can reduce inappropriate payments and increase
recoveries. Timeis of the essence since, as statutes of limitation run out and records
are discarded, older fraudulent or abusive payments will be unrecoverable.
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Oversight of High-Risk Areas Could Be Il mproved

Our audit identified gaps in the Medicaid program’s oversight of severa high-risk
areas. Specific problems we identified include:

Prescription credits. The Medicad Fraud Control Unit (MFCU) has
evidence indicating that Medicaid recipients do not pick up between 2 to 3
percent of prescriptions. Our analysis found that refunds for these
prescriptions are not occurring. Of 636,701 paid claims for 656 pharmacies
over athree-month period, only 735 claims, or 0.1 percent, were refunds. Of
these pharmacies, 27—each having more than 2,500 paid claims—had no
refunds. Medicaid rulesrequire providersto maintain recordsfor aminimum
of six years. Therefore, if only 1 percent of al pharmacy claims over the past
six years should have been refunded, recoveries would be over $3 million. If
3 percent should have been refunded, recoveriesover asix-year period would
be over $9 million. The Department should work with the Medicaid Fraud
Control Unit to recover these funds.

Nursing facility audits. Current oversight of long-term carefacilitiesis not
as comprehensive as it should be. Additionaly, in-depth audits of nursing
facility billing practices are backlogged. Of 191 Medicaid-licensed facilities,
only 18 received in-depth reviews of billing practices and resident persona
fund accounts (accounts which are held and managed by nursing facilitiesfor
the benefit of the resident) during Fiscal Year 1998. Under these
circumstances it is unlikely that fraud schemes, such as 1) billing Medicaid
when theresident is not at the facility, 2) billing both Medicaid and Medicare
for the same covered services, or 3) failing to deduct the correct patient
resource amount from the bill, will be detected. Every one of the 18 in-depth
audits completed during Fiscal Year 1998 resulted in recoveries. Tota
recoveries for the State and for nursing facility residents were $153,310 and
$18,833, respectively. If backlogs were eliminated and all nursing facility
billing practices and resident personal fund accounts were audited on a
systematic basis, we estimate the State could recover an additional $2 million
per year (this includes testing for Medicaid credit balances and discount
billing). Further, we estimate nursing facility residents would recover an
additional $50,000 per year.

Questionable utilization patterns. The Medicaid program has not
systematically conducted somebasic and important claimsanayses. Although
the Department conducts claims anaysis through its Survelllance and
Utilization Review Subsystem (SURS) and ad hoc reporting, itsanalysisdoes
not include evauating certain billing relationships such as 1) payments for
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“out-of-hospital” services provided while a recipient was hospitalized, 2)
services provided on holidays, or 3) services provided after arecipient has
died. Anayzing basic provider billing relationships and patterns identifies
guestionable service utilization. (Providers include the organizations or
individuas that provide the recipient with services, including physicians,
hospitals, pharmacies, laboratories, nursing facilities, and home health
agencies, among others.) Although basic claims analysis does not always
indicate a problem exists, it is the key to identifying high-risk practices that
may be highly vulnerable to fraud and abuse.

Unauthorized transportation services. The county departments of social
servicesarerequired to authorize certain typesof transportation for recipients,
such as private vehicle mileage, taxi charges of less than $50 one way, bus,
mobility van, ambulance, and air or train transportation, inadvance. Medicaid
regulations require counties to pay for the transportation they authorize and
then seek reimbursement from the Medicaid program. Medicaid regulations
prohibit county transportation providers from billing the Medicaid program
directly. However, we found that 3 metro area taxi companies and 33
mobility and wheelchair van companies are billing the program directly, and
the Medicaid program is paying these claims. This avoids the county
authorization process, making transportation servicesvulnerableto fraud and
abuse. Additionaly, it prevents the counties from ensuring, according to
Medicaid regulations, that recipients use the least expensive transportation
method. TheMedicaid Fraud Control Unit (MFCU) iscurrently investigating
nine transportation providers who may have billed for inappropriate
transportation services. The MFCU has filed charges against another four
transportation providers. The MFCU has identified over $100,000 in
inappropriate transportation payments from these four providers.

Oversight of M edicar e crossover claims. There are about 53,000 Medicaid
recipientswho are eligible for both Medicare and Medicaid. Medicaid claims
for these recipients are frequently “crossover claims,” that is, Medicaid pays
the portion of the clam that Medicare does not cover. Medicaid may
contribute as much as 50 percent for certain types of claims. The Medicaid
program typically pays al Medicare crossover claims without investigating
appropriateness. During our review, we identified 8 psychologistswith 2,325
fee-for-service claimstotaling over $100,000 during atwo-month period. Of
these eight psychologists, six had the same billing address. We found that
about 74 percent of the claims (1,731 claims) filed by these 8 psychologists
were Medicare crossover claimsfor services to Medicaid recipients between
the ages of 70 and 99 years. About 13 percent (295 claims) were crossover
claims for 56 Medicaid recipients between the ages of 90 and 99.
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Additionally, we identified 34 Medicare crossover claims for psychologists
services provided on Memorial Day and 19 Medicare crossover claims for a
single psychologist’s services on Easter Sunday. According to Medicaid
Fraud Control Unit staff, the dollar value of the Medicaid program’s portion
of these Medicare crossover claims (in this case, 50 percent) is greater than
what the Medicaid program would have paid for the serviceunder itsown rate
structure. Upon further review, we also found that, for recipients who
received at least 7 psychologist’s services during the 2-month period, 146
were a so covered for capitated mental health servicesthrough Mental Health
Assessment and Service Agencies (MHASAS). The Medicaid program paid
monthly capitation fees to these MHASAS on behalf of these recipients at
rates ranging between $7.49 and $93.05 per month, in addition to paying for
individual psychologist’s services on a fee-for-service basis. The Medicaid
program and the Medicaid Fraud Control Unit have reviewed some of these
clamsand believe that the psychologists provided these services. However,
these claims have not been reviewed for medical necessity or appropriateness.
Federal regulations require that al services be medically necessary. The
Medicaid program needs to evaluate the medical appropriateness of these
clams. Changesto program practices within the Medicaid program or at the
federal Health Care Financing Administration may be warranted.

* Oversight of servicesprovided by other stateagencies. Medicaid program
staff could be better informed about M edicaid services provided by other state
agencies. Almost 100 percent of recipients are eligible for Medicaid menta
health services managed through the Department of Human Services. A
significant number of recipients with developmental disabilities also receive
home-based support servicesmanaged by the Department of Human Services.
The Department of Health Care Policy and Financing has a Memorandum of
Understanding (M OU) with the Department of Human Servicesto addressthe
management of these programs. The total cost of these programs is
approximately $334.5 million. According to statutes, the Department of
Health Care Policy and Financing isthe single state agency for administering
the Medicaid program, and is ultimately responsible for all Medicaid-funded
services. Federal rulesalso requirethe Department of Health Care Policy and
Financing to be accountable for al Medicaid services. Currently the
Department provides little oversight of MOU requirements. As the single-
state agency for Medicaid services, the Department must be diligent in
assuring that recipients served by multiple programs are receiving necessary
services at an appropriate cost.
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* Oversight of county functions. By statute and Medicaid program policy,
counties perform a number of functions on behalf of the Medicaid program,
including determining digibility and monitoring for recipient fraud. Counties
are also responsible for recording date of death for Medicaid recipients.
Currently the Medicaid program has serious concerns about the accuracy of
date of death information recorded by counties and the Medicaid program is
querying counties about recording practices. Our audit work identified a
number of instances where the Medicaid program paid claims for services
provided after arecipient’ sdate of death. The Medicaid program needsto be
moreinvolvedinoversight of county operationsthat impact program services
and payments.

* Implementation of prior recommendations. In its interna study of
Medicaid fraud and abuse, completed as required by Footnote 39 of Senate
Bill 98-216, the Medicaid program made a number of recommendations for
improving its oversight of fraud and abuse in Colorado. Out of 10
recommendations, we noted three important recommendations that have not
been implemented. AccordingtotheMedicaid program, resource constraints
have postponed implementation of one of the recommendations.
Development of a new request for proposal and implementation of the new
Consultec system have postponed implementation of the other two
recommendations. These recommendations address controls to determine if
lab tests, prescriptions, hospital billing adjustments, and emergency care
practices are appropriate. Implementation of these recommendations should
be a high priority. The Medicaid program should take steps to implement
them as soon as possible.

The professional literature and a review of best practices from other states indicate
that, to curtall fraudulent and abusive practices and increase recoveries, the Medicaid
program must intensify its fraud-fighting efforts and expand its oversight of high-risk
programs. This should include heightening accountability and improving the
coordination of al fraud-fighting functions, including those performed by counties,
other state agencies, and contractors such as the Colorado Foundation for Medical
Care and private auditing firms. Specifically, the Medicaid program must implement
a comprehensive fraud-fighting plan that 1) reviews all aspects of the Medicaid
program for weaknesses, 2) integrates all fraud and abuse oversight functions, and 3)
closes gaps that permit inappropriate payments. Additionally, the program needsto
evaluate and reallocate resources available for fighting fraud and abuse, increase
analytica clamsreview, and intensify fraud prevention efforts. With program costs
of over $1 billion annually, accountability for preventing and curtailing fraud and
abuse should be among the Medicaid program’ s highest priorities.
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Recommendation No. 27:

The Department of Health Care Policy and Financing should develop an overal
framework to heighten accountability for fighting Medicaid fraud and abuse. This
framework should include a strategic plan that identifies weaknesses in current
program operations, integratesfraud and abusefighting activities, and closesgapsthat
permit inappropriate payments.

Department of Health Care Policy and Financing
Response:

Agree. Although the Department submitted a fraud and abuse plan to the
federal government on December 19, 1997, and updated the federal Health
Care Financing Administration on that plan in June 1998, it does not contain
the level of depth that is referenced in the auditor’ s report. We are currently
developing aformal overall framework and will complete it by December 1,
1999. As part of its strategy, the Department will continue to utilize prior
authorization as a fraud, abuse, and waste deterrent.

Review Programsfor Weaknessesthat Per mit
Paymentsfor Fraudulent or Abusive Claims

On the basis of our review, the Medicad program needs to undertake a
comprehensive review of its programs with an eye toward identifying policies and
practicesthat encouragefraud and abuse. Areaswe specifically identified through our
audit work are discussed below.

Recover Prescription Credit Refunds from Pharmacies

According to Department staff, the problems with pharmacy credit refunds, as
discussed in the narrative to Recommendation No. 27, resulted from gaps in
procedures for tracking, recording, and refunding credits for prescriptions that were
not picked up by recipients. The cumbersome manual method for the pharmaciesto
process credits also contributed to the problem. The Department has recently taken
steps to address these gaps, including:
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» Establishingtimeframesfor returning prescriptionstoinventory. Inthe
past, there were no time limits to determine the point when a prescription
should be returned to inventory. The Department has now established a 15-
day limit for this purpose. If the recipient does not pick up the prescription
within 15 days, the pharmacy must return the prescription to inventory and
establish a prescription credit due the Medicaid program.

* Increasingthetimeframefor pharmaciestorefund prescription credits
totheMedicaid program. Formerly, pharmacieswererequired to complete
paper work and refund prescription credits to the Medicaid program within
24 hours of returning the prescriptiontoinventory. If the pharmacy wasbusy,
staff were not able to complete the refund within the required time and, as
time passed, the paper work was never completed and the refund never
occurred. Pharmacies now have a 15-day time limit to execute the refund.
Refunds executed after the 15-day time limit are not in compliance with
program policies.

* Requiring pharmacies to track prescription credits through inventory
logs. Until recently, pharmacies were not required to maintain accurate
inventory logs. Pharmacies are now required to maintain this information.
However, pharmacies are not required to have Medicaid recipients sign for
prescriptions before picking them up. Most insurance programs require their
clientsto signfor prescriptions. Requiring recipientsto sign for prescriptions
would provide an audit trail and help pharmacies maintain accurate inventory
records.

» Establishing automated procedures to prevent payment for the same
prescription twice. In the past, recipients who did not pick up their
prescriptionscould returnto their physician, request another prescription, and
get the prescription filled at a different pharmacy. If the first pharmacy did
not execute a refund, the Medicaid program paid for the same prescription
twice. The Medicaid program recently established automated procedures
preventing payment for the same prescription more than once during athirty-
day period. If recipientsdo not pick up their prescriptions and decide later to
do so, they must return to the first pharmacy to obtain the prescription.

Medicaid program steff believe that these stepswill significantly increase the number
of prescription refunds and reduce abusive pharmacy practices. However, we
estimate that over the past six years, between $3 and $9 million in unrefunded
pharmacy credits exist from prior weaknesses in the pharmacy program. The
Medicaid Fraud Control Unit reports that, due to the lack of audit trails at small
pharmacies, some of these funds will never be recovered. The Medicaid program
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must take aggressive steps to recover prescription refunds from larger pharmacies
where audit trails still exist. Further, Medicaid Fraud Control Unit staff report that
some states have set percentage thresholds, such as one percent, for recovering
prescription refunds. These states are notifying pharmacies that have made few
refunds over several years and are requiring them to refund the amount of the
percentage threshold. Colorado’s Medicaid program could consider a similar
approach. Finally, the Medicaid program must provide ongoing monitoring in the
future to make sure prescription refunds are occurring as expected under the newly
established practices.

Recommendation No. 28:

The Department of Health Care Policy and Financing should work with the Medicaid
Fraud Control Unit to recover past-unrefunded prescription credits. Additionaly, the
Department should monitor future prescription refunds to make sure its new
pharmacy program controls are working asintended. Finally, the Department should
require pharmacies to obtain signatures from Medicaid recipients before giving the
prescription to the recipient.

Department of Health Care Policy and Financing
Response:

Agree. To beimplemented May 1, 2000 the Department will work with the
Medicaid Fraud Control Unit (MFCU) to obtain the uncollected funds from
prescriptions that were billed to Medicaid but not picked up by the recipient
when documentation is available. Smaller pharmacies may not and often do
not keep recordsof returned-to-stock items. Recovery inthesecircumstances
is not possible. If a determination is made that the Department is the
appropriate agency to pursue this matter, investigative materias will be
transferred from MFCU to the Department for completion of recoveries. The
Department may enter into acontingency contract with an outside contractor
as amethod of collecting these recoveries. Thiswill require the submission
of arequest for information, a request for proposals, coordination with the
Medicaid Fraud Control Unit, and contract negotiations; hence the May 1
date.

By rule, the Department will require all Medicaid pharmacy providers to:

1. Requirethat all prescriptionsbilled to Medicaid, but not picked up within
14 days, will be credited back to Medicaid on the 15th day, and
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2. Obtain the signature of the Medicaid recipient in the chronological log at
the time of dispensing a prescription.

Medicaid Fraud Control Unit Response:

Agree. The Medicaid Fraud Control Unit will work with the Department of
Health Care Policy and Financing to recover past-unrefunded prescription
credits.

Expand Nursing Facility Audits

Few nursing facilities receive in-depth reviews of their billing practices or persona
needs funds. Our review of best practices in other states indicates that substantial
recoveries occur when all nursing facilities receive in-depth audits on a systematic
basis. For example:

Billing practices. The states of Virginia and Indiana perform detailed
reviewsof billing practicesat all nursing facilitieson atwo-to-three year cycle
and have made sizeable recoveries for their respective Medicaid programs.
However, due to a backlog, Colorado is currently only performing in-depth
billing reviews when afacility changes ownership. If backlogs continue, and
afacility does not change ownership, there is little likelihood that they will
receive an in-depth review of their billing practices. We estimate that, if the
rate of recovery for all Colorado facilitieswerethe sameasthosereceiving in-
depth audits, the Medicaid program could recover an additional $1.2 million
per year.

Personal needs funds. The state of Virginia also systematically reviews
personal needs fund accounts at al nursing facilities on a two-to-three-year
cycle. In the past year, Virginia identified fraud involving persona needs
accounts at 10 facilities. The Colorado Medicaid program reviews very few
persona needs fund accounts. We estimate that by reviewing all of these
accounts on a systematic basis, resident accounts could be refunded a
minimum of $50,000 per year.

Discount billings. Stateregulationsrequirethe Medicaid programto pay the
lowest rate at any nursing facility. In other words, the program should never
pay arate that is higher than any other payor (other payors could include the
patient, hisor her family members, or an insurance company). The Medicaid
program requiresfacilitiesto self-report the ratesthey arebilling their various
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clients. Program staff monitor these on a monthly basis. However, the
Medicaid program never verifiesthat it is actualy paying the lowest rate, as
reported by nursing facilities. One way the program could verify this would
beto review for discount billings through nursing facility audits. The state of
Indiana tests for discount billings at nursing facilities on a three year cycle,
with high-risk providers being reviewed more frequently. It has recovered
$1.8 million over three years, an average of $13 per bed per year. We
estimate that, by systematically auditing discount billings at al Colorado
nursing facilities, the Medicaid program could recover a minimum of
$225,000 per year.

* Credit balances. A credit balance occurswhen anursing facility owesmoney
back to the Medicaid program for services it billed, but did not provide, or
was pad in error. For example, a nursing facility may have billed the
Medicaid program for services when arecipient was discharged. Thefacility
corrects this by showing a credit balance on the patient’s account in its
accounting system. Although the credit balance appears “on paper,” the
nursing facility may not have actually returned the funds to the State. The
state of Virginiarecovered amost $6.7 million over five years, an average of
about $46 per bed per year, by monitoring credit balances. We estimate that,
by systematically reviewing credit balances at al Colorado nursing facilities,
the Medicaid program could recover a minimum of $850,000 per year.

To improve recoveries and deter abusive practices at nursing facilities, the Medicaid
program should perform comprehensive reviews of al nursing facility billings on a
systematicbasis. Thiswouldincludereviewing high-risk providersonanannual basis,
whilelower risk providerswould bereviewed every two to threeyears. Contractsfor
in-depth audits could cost up to $10,000 per facility. Depending on how frequently
the Medicaid program determines in-depth reviews are necessary, these costs could
be significant. Therefore, the program will need to evaluate anumber of optionsfor
ensuring systematic in-depth audits occur. For example, the Medicaid program could
reevaluate the activities of its current audit functions to determine whether more
comprehensive, systematic reviews could be conducted in-house, through its long-
term care audit contractor, through a contingent fee arrangement, or through some
combination of these approaches. Since recoveries typically drop after intensive
review processes are in place and abusive practices have been curtailed, a contingent
fee approach may be the most feasible aternative.
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Recommendation No. 29:

The Department of Health Care Policy and Financing should address the gaps in
current nursing facility audit practicesby ensuring all nursing facilitiesreceivein-depth
reviews of billing practices—including review of discount billings and credit
bal ances—and personal needsfundson asystematic basis. In evaluating itsresources,
the Department shoul d determine whether to use contingent fee arrangementsfor this
purpose.

Department of Health Care Policy and Financing
Response:

Agree. The Department will review the feasibility of incorporating the
recommended changes in the existing audit program for nursing facilities.
This would change the scope of work of the contract auditors and require
some additional resources to implement, which will require a legidative
appropriation. The Department will also include nursing facilities in the
contingency based contracting initiative underway in the Quality Assurance
section to increasein depth analysis of billing practices. The Department has
added featuresto the new Medicaid Management |nformation System MMIS
to highlight those provider billing practices which indicate high risk for
erroneous billings. Theplanisto target these high-risk providersfor in-depth
reviews. Through these plans, the Department will enhanceits effortsto find
additional savings that are relative to the Colorado program.

I ncrease Analytical Review of Claimsto | dentify
Questionable Payments

During our review, we conducted avariety of queries on asubset of Medicaid claims
dataand identified questionable utilization patternsthat had not cometo the attention
of Medicaid program staff previoudy. One example was the volume and nature of
clams paid to psychologists for services provided to a small segment of Colorado
Medicaid recipients. We have suggested the Medicaid program look into the medical
necessity of these claims. Without further investigation by the Medicaid program,
other providers may adopt similar practices and utilization of and expenditures for
these services will increase. If the Medicaid program determines these services are
not appropriate, it should aggressively initiate edits, prepayment reviews, or post-
payment reviews to stop or recover inappropriate payments.
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One way the Medicaid program can become better aware of high-risk areas is to
expanditsanalytical review of paid claimslooking specifically for inappropriatebilling
relationships. Using specialized audit software, we performed analytical reviews of
guestionable bhilling relationships observed in paid clams. Although questionable
billing relationships do not aways result in problems or recoveries, ongoing review
of these relationships is an important control for curtailing fraud.

Recently the Medicaid program acquired two new fraud-fighting systemsthrough its
new fiscal agent, Consultec. Theseautomated subsystems, the Rapid Surveillanceand
Utilization Review Subsystem (Rapid SUR System) and the Services Tracking,
Anaysis, and Reporting System (STARS) generate reports identifying questionable
service and hilling patterns. The Medicaid program also has an interim reporting
system called CRY STAL. Program staff review these reports and when warranted,
conduct further investigations.

These new systems promise increased capacity to do the types of anaytical clams
review we are suggesting. However, it is too early to determine whether these
subsystemswill deliver al of the fraud-fighting potential promised by the contractor.
Aswith any new automated system, it will beimportant for the Medicaid program to
evaluate the system’ s effectiveness in analyzing paid claims after it has been in place
for ayear or s0. If there are weaknesses in some areas, the program may need to
work with the contractor to upgrade the system or obtain additional software—such
as computer assisted audit technique (CAAT) software—to conduct ad hoc claims
analysisasrequired. CAAT software is relatively inexpensive and can be purchased
for aslittle as $2,000. This software can also be used to supplement claims review
in creative ways, such as comparing data maintained on the Consultec system to data
maintained on other computer systems.

Findly, the professional literature indicates that computerized review of clamsalone
is not enough to reduce the prevalence of fraud and abuse. Expanded review of
claims and problem areas, as we have suggested earlier, is also necessary. A recent
study completed by the U.S. Department of Justice states.

“However artfully constructed, automated defenses can never substitute for
human common sense and will never be able to spot suspicious patterns that
have not been seen before and for which they were not looking...effective
fraud control systemsmust deal with...sophisticated, well-educated criminals,
some medically qualified, some technologically sophisticated, all determined
to steal as much and asfast as possible.”

In the end, the Medicaid program will need to use a combination of automated and
manual techniques to expand its review of programs and address the problem areas
we haveidentified. Thiscould include expanding claims anaysisthrough automated
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techniqgues and increasing post-payment review and auditing functions. A
comprehensive effort will both increase recoveries and curtail fraudulent and abusive
practices occurring in vulnerable programs.

Recommendation No. 30:

The Department of Health Care Policy and Financing should undertake a
comprehensivereview of high-risk programsthat result ininappropriate paymentsand
modify its policies and procedures to prevent payment of inappropriate clams. To
achievethis, the Department should expand analytical review of paid clamstoidentify
high-risk areas, acquiring additional computer software if necessary. The
Department’ sreview should include, at aminimum, pharmacy claims, psychologists
fee-for-service payments, nursing facility payments, home heath payments, and
county transportation services, as discussed above. Where the Department finds
appropriate heavy utilization in one portion of the State but not in others, it must
anticipate the additional expendituresthat will berequired asthe providerstakethose
services to additional communities.

Department of Health Care Policy and Financing
Response:

Agree. The Department appreciates the validation of our continued emphasis
of high-risk areasprovided intheauditor’ srecommendation. The Department
has already conducted a continuous, significant, and productive informal
review that resulted in our targeting of high-risk providers such as home
health, pharmacy, durable medical equipment, transportation, and Home- and
Community-Based Services. The Department agrees to conduct a formal
comprehensivereview of high-risk programs by December 1, 1999, and make
that information available to the L egidative Audit Committee by January 31,
2000.

Deterring Fraud and Abuse

Close Gapsin the Provider Application Process

The current provider application process |leaves the Colorado Medicaid program
particularly vulnerable to fraud and abuse. We found significant weaknesses in
Colorado’ s process when compared to provider application practices in Florida.
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Florida enacted new, stringent enrollment guidelines in December 1995. Although
information is not available to precisely estimate the savings that would result by
addressing these gapsin the application and enrollment process, Florida has estimated
substantial savings from implementing its fraud prevention actions. The federal
Health Care Financing Administration has held out the Florida program as a model
for the rest of the nation to emulate. The chart that follows highlights some of the
differences between Florida and Colorado’ s application and enrollment practices.

Comparison of the Florida and Colorado Provider Application and
Enrollment Requirements

Florida
Requirement “Model Program” Colorado

Site reviews for high-risk providers. Yes No
Criminal background checks. Yes No
Surety bonds for high-risk providers. Yes No
Detailed disclosure of related party

arrangements. Yes No
Re-enrollment of existing providers. Yes No

The chart shows a number of gaps in Colorado’'s application and enrollment
processes. Wediscussthese gaps, along with other weaknessesweidentified through
our review, in more detail below:

The program does not verify documentation submitted by providers.
Once aprospective provider completes and submitsthe required formsto the
fiscal agent, the provider isadmitted to the Medicaid program. The program
does not verify the accuracy of the forms before admission and thus, cannot
be sure that the provider has submitted accurate information. For example,
a prospective provider must include a photocopy of its current license or
certification when applying for enrollment. Sincethe program does not verify
the validity of thelicense, a provider could produce afraudulent out-of-state
medical license and be enrolled into the Medicaid program. Colorado
licensing agencies do not monitor or oversee these out-of-state providers. It
IS possible some providers may not be legitimate. Following up with the
appropriate licensing agency in another state would confirm the accuracy of
these providers representations, ensure that providers have appropriate
qualifications, and highlight problems that could otherwise expose the
Medicaid program to fraud and abuse.
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Theprogram doesnot makesureall high-risk providersreceiveperiodic
sitevisits. Certaintypesof providers, such ashospitals, nursing facilities, and
home health agencies, receive periodic sitevisits by the Department of Health,
the licensing agency. Other provider types, such as physicians and durable
medical equipment suppliers, do not receivesitevisits. Without aperiodicsite
vigit, even if brief, there is no guarantee that a provider physically exists.
Florida requires site visits for high-risk providers (including durable medical
equipment suppliers, privatetransportation compani es, home health agencies,
non-physician-owned clinics, and independent laboratories) to reduce fraud
and abuse. Colorado’ sMedicaid program should establish asimilar approach
and visit high-risk providers before admission and upon reapplication. To
reduce costs, it may be possible to work with county agencies to perform
these site vigits.

Theprogram doesnot conduct criminal background checksof providers
beforeadmission totheprogram. Colorado’ sapplication formsalso do not
request key information, such as social security numbers and date of birth for
owners and officers, so that a criminal background check can be compl eted.
Adequate criminal background checks, if in place, would furnish assurance
that aprovider has not been convicted of afelony, made fal se representations
or omissions of material fact, or been excluded, suspended, terminated, or
involuntarily withdrawn from Colorado’s Medicaid program or any other
state's Medicaid program. New Jersey recently implemented crimina
background checks on new Medicaid laboratory providers when it was
inundated with sham laboratories. The New Jersey Medicaid Fraud Control
Unit reviewed each laboratory’s application before admission. Similarly,
Florida requires all applicants to submit fingerprints with their applications.
These fingerprints are checked against the Florida Department of Law
Enforcement and FBI criminal databases. Through background checks,
Florida identifies potential problem providers before they are admitted,
protecting both taxpayer dollars and vulnerable clients. In Colorado, the
Judicial Branch maintainsan automated system for tracking court caseswhich
the Medicaid program could use to verify backgrounds of potential providers
at minimal cost.

Program regulationsdonot requiresurety bondsfor high-risk providers.
Surety bonds serve as financial screens to discourage the enrollment of
unscrupulous and undercapitalized providers. Further, bonds protect the
State should a provider be unable or unwilling to refund monies owed back
to the program. Finaly, bonding companies perform background checks
before issuing a bond, which further servesto curb fraud and abuse. Florida
reguires a $50,000 surety bond for durable medical equipment suppliers,
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private transportation providers, home heal th agencies, non-physician-owned
clinics, and independent laboratories. When first implemented, Florida's
stricter requirements, including the surety bond requirement, resulted in 62
percent of its durable medical equipment providers resigning from the
Medicaid program. Florida welcomed the reduction in durable medical
equipment providers; it wanted only the most reputable companiesto provide
services to its Medicaid recipients. Colorado’s Medicaid program should
consider asimilar approach.

* Application procedures are not adequate to ensure providers disclose
related party arrangements. “Related parties’ areindividualsor companies
that a so have ownershipinthe provider’ sbusiness. In someinstances, related
parties may receive kickbacks that can cause service costs to be higher than
necessary. Current provider application packets do not request the provider
to identify officers, directors, and principal owners in its business or in
financiad arrangements with other health care providers. Although the
provider agreement does require providers to “discloge] ownership...asis
required,” specificdisclosurerequirementsarenot stipul ated in theagreement.
In contrast, Florida's application form states, “Please identify al officers,
directors, and principal owners in your business (5 percent or more). List
their names and socia security numbers on a separate sheet on company
letterhead. The list must be signed and dated by the chief officer of the
business.” The lack of adequate information on related parties in Colorado
rendersthe Medicaid program highly vulnerableto additional and unnecessary
charges for services. More stringent related party disclosure requirements
must be instituted on provider applications immediately.

» Contract language covering billing requirements and suspension must
be more stringent. The current contract agreement states only that a
provider may be suspended or administratively sanctioned for failure to
comply with federal and state rules and regulations. In contrast, Florida's
agreement outlines specific billing requirements and limits provider due
process rights. The agreement specifically states that all Medicaid payments
inerror or in excess of the amount to which the provider was entitled must be
refunded within 90 days. The agreement alows either side (Medicaid or
provider) to terminate the agreement with 30 days notice without cause. The
agreement also states that a provider has no property right in a Medicaid
provider number (i.e. theprovider cannot sell itsprovider number whenit sells
its business), that the courts in one county shall have jurisdiction in al
equitable matters, that the Medicaid agency shall havediscretiontoresolveall
other matters by informa hearing, and that in the event of overlapping
jurisdiction, the Medicaid agency shall determine the proper forum. Asa
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result of these provisions, Florida has greater latitude than Colorado to recover
inappropriate payments or eliminate problem providers from the program.
Additionally, Florida conducts weekly reviews of provider clams and suspends
paymentsif it suspects aprovider is submitting false claims. Colorado should revise
its agreement to include more stringent language to limit the provider’ s due process
should the program withhold payments on suspect claims. Additionally the program,
with the assistance of the MFCU, should review suspect claims on aweekly basisand
suspend paymentsuntil investigated. Thiswill allow the Medicaid program to review
claims before they are paid, significantly reducing the program’ s exposure to fraud
and reducing the time and effort required to recover erroneous payments after they
have been made.

* Re-enrollment of existing providers rarely occurs. In effect, once a
Colorado provider submits an application and signs the provider agreement,
that provider remains enrolled in Medicaid until the provider decides to
discontinue. Asaresult, thereislittle chancethat any changesin aprovider’s
status will be disclosed to the Medicaid program. During our review, we
identified provider agreements that had not been updated since originaly
submitted to the program. Further, the MFCU isaware of oneinstancewhere
a Colorado provider used aretired physician’s Medicaid provider number to
bill Medicaid for services. If agreements had been terminated periodically and
providers were required to re-enroll, erroneous payments could have been
prevented. Florida sprovider agreement automatically terminates after three
to five years, depending on the provider type. Providers must re-enroll to
continue providing Medicaid-funded services. When Floridaimplementedthis
practice, it aso required all existing providers to re-enroll using the new
enrollment forms. The re-enrollment process eliminated many providerswho
had not provided Medicaid services for many years. A prudent step for
Colorado would be to require al existing providers to re-enroll. The re-
enrollment process would utilize new, stringent provider enrollment forms
including the requirements mentioned above, and would assist in updating the
information originally submitted.

Floridais not the only state that has recently implemented more stringent application
processes and contractual provisions. The Texas Legidature recently required its
Medicaid program to develop anew provider contract with more stringent provisions
directed toward reducing fraud. All Medicaid providers are required to re-enroll
under the new agreement or be terminated from the program.

Although information is not available to precisely estimate the savings that would
result by addressing these gaps in the application and enrolIment process, Floridahas
estimated substantial savingsfrom implementing itsfraud prevention actions. Florida
estimates it has saved $81 million and $111 million for Fiscal Y ears 1997 and 1998
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respectively. The Florida Medicaid program is much larger than Colorado, with
expenditures totaling over $7 billion per year. We cannot extrapolate Colorado
savings based on Florida's experience because the programs and providers are
different. However, we do believe that if the Colorado Medicaid program were to
implement the changes we are suggesting, the potential savingswould be substantial.

Recommendation No. 31:

The Department of Health Care Policy and Financing should, with the assistance of
the Medicaid Fraud Control Unit, review and revise regulations, statutes, application
materias, and provider agreements, using Florida' s benchmark anti-fraud controlsas
amodel to reduce fraud and abuse.

Department of Health Care Policy and Financing
Response:

Partially agree. The Department agrees that we can improve the provider
application to include more detailed disclosure of related party arrangements.
The Department had also considered re-enrollment of providers as we went
to the new Medicaid Management Information System with the 1995 request
for proposals. However, this was delayed until after the new Medicaid
Management Information System could be successfully launched. The
Department will now continue with its development of a rollout plan for
reenrollment of existing providers.

The Department does not plan to implement sitereviews, background checks,
and surety bonds because we have determined they are not cost effective.

Medicaid Fraud Control Unit Response:

Agree. The Medicaid Fraud Control Unit will work with the Department of
Health Care Policy and Financing as requested.
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Propose L egidation to Discour age Fraud and
Abuse

Many states have specific statutesto aid their state Medicaid agenciesin prosecuting
unscrupulous providers. However, not al of these crucia state statutes are in place
in Colorado. As aresult, it is more difficult for Colorado to prosecute fraud and
achieve recoveries than for many other states. Legidation islacking in thefollowing
areas.

* FalseClaimsAct. A sate fase clams act, modeled after the Federa Civil
Fase Claims Act, permits recovery in civil rather than crimina court.
Therefore, the level of proof isless stringent. Additionally, afalse claim act
typically includes harsh penalties for violators. Under the federa law, the
abuser receives a fine ranging between $5,000 and $10,000 for each false
clam filed, plus treble damages. However, the federal law alows treble
damages only for the portion of the clam paid from federa funds. A state
fase claims act would allow the State to receive treble damages for state-
funded dollars, increasing recoveries. Florida has a state false claims act
which it uses to aggressively pursue and prevent abusive payments.

* Anti-kickback legislation. This statute would make it illegal for one
provider to receive a monetary award from another provider when referring
aMedicaid recipient for services. Thelegidation typically includes pendlties
for violators.

Additionally, Colorado lacks anti-unbundling regulations. These regulations would
penalize providers that purposely unbundle items, such as lab tests, when billing
Medicaid. Under correct billing practices, the provider should submit one charge for
a series of lab tests conducted for a single specimen. Unbundling occurs when the
provider billsfor eachindividual test separately. Thisresultsinahigher bill, and thus,
a higher payment.

Enacting anti-kickback and false claims legidation and anti-unbundling regulations
will facilitate the pursuit of abusive providers and increase recoveries. Additionally
it will deter fraudulent and abusive practices, reminding providers that Colorado is
serious about preventing fraud and abuse and will take strong steps to prevent it.
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Recommendation No. 32:

The Department of Health Care Policy and Financing should work with the Medicaid
Fraud Control Unit to proposelegidation that establishes anti-kickback and civil false
claims statutes and anti-unbundling regulations.

Department of Health Care Policy and Financing
Response:

Agree. The Department does believe that these new laws are important to
successful prosecution of Medicaid fraud and abuse. In early 1999, al
substantia legidation (including the 1998-drafted civil monetary penalties
language) was pulled back due to the change in administration and the
legidature. The Department is prepared to propose languagefor the state civil
monetary penaties statute for false claims for the year 2000 legidative
session. The Department will work closely with the MFCU who islikely to
take the lead on anti-kickback legidlative proposals. The Department and the
MFCU are currently discussing the possibility of addressing anti-unbundling
through state rule.

Medicaid Fraud Control Unit Response:

Agree. Language for an anti-kickback statute must be carefully considered
to be sufficiently comprehensive to address known and anticipated conduct
that should be prohibited, narrowly tailored to withstand a constitutional
challenge, yet allow providersto engage in legitimate business arrangements.

Record Date of Death Timely

When aMedicaid recipient dies, county staff arerequired to enter theinformationinto
the Client Oriented Information Network (COIN). COIN interfaces with the claims
payment system (the Medicaid Management Information System or MMIS) and is
accessible at each county department of social services. Once the date of death is
entered into the system, all future claims submitted for dates of service after the date
of death are denied by MMIS.
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Currently, there are delays in county staff learning of a recipient’'s death and
subsequently a delay in entering the date of death into COIN. If aprovider billsfor
services after arecipient’s death, but before the date of death is entered into COIN,
the provider will receive payment. If the date of death is entered later, the system
does not go back and recover those payments.

As a part of our testing, we obtained the dates of death for 13 clients from two
counties. Of 13 clients, 8 had HM O capitation claims paid on their behalf subsequent
to their dates of death. The average value of each claim was $50. Although thisis
alimited sample, we were surprised by the high rate of occurrence.

The Medicaid program became aware of problems with accurate date of death
information in August of 1998 and is currently conducting a study of claims paid for
services after date of death. The program has also found instances of payments made
after date of death and questions about date of death data in general. Issues of
payments after date of death are not limited to the Medicaid program, but also occur
with the Food Stamp and Social Security programs.

Our findings are consistent with a study performed by the Texas Comptroller of
Public Accounts. Asapart of its 1998 Fraud Measurement Study, the Comptroller’s
officecomparedthe November 1997 Texas Department of Human Services Medicaid
eligibility file to the 1996 and 1997 Department of Health's vital statisticsfiles. As
a result of its review, the State found 3,395 Texans dligible for fee-for-service
Medicaid programs 30 or more days after they had died, with 100 recipients still
eligible a year or more after death. They also noted several of these deceased
recipients were charged for services after dying, including one who was charged for
services more than ayear after date of death.

Upon further review of the claims included in our sample, we found the Medicaid
program has since recovered all 10 of the claims paid after date of death. However,
thisrequiresresourcesfor both paying the claim and recovering funds that should not
have been paid. The program needs stronger controls to make sure it identifies date
of death before payments are made. In the future, the program needs to take steps
to match claimswith Social Security records. Socia Security records contain up-to-
date, accurate date of death information because al morticiansarerequired to inform
Social Security when a person dies. The state of Florida is currently working on a
project to link Medicaid information with Social Security records.

One avenue the Medicaid program should consider for obtaining accurate date of
death information from Social Security databases is to link efforts with the
Department of Human Services food stamp agency. On November 12, 1998,
President Clinton signed Public Law No. 105-379, dealing with providing food stamps
to deceased individuals. The law directs each state food stamp agency to enter into



Report of The Colorado State Auditor 125

a cooperative arrangement with the Commissioner of Social Security to obtain
information on individuals who are deceased.

In the short term, the program needs to take steps to make sure it identifies and
recoversany inappropriate payments made after arecipient’ sdate of death. Thereare
at least two methods that the Department could consider to obtain this information.

* Match claims against vital records. The Medicaid program could initiate
a computerized match of past paid claims against vital records maintained at
the Department of Health. Thiswould serveto identify claimsthat have been
paid for services after date of death, and therefore, may be inappropriate.

* Match claimsagainst burial assistance. The Statehhasaprogram for burial
assistancefor theindigent. The Medicaid program could crosscheck dates of
death from this program against the COIN system to identify inappropriately
paid claims. This could be a smple match of eectronic files.

The Medicaid program should use whichever method obtains up-to-date death
information most effectively. Currently program staff indicate they plan to initiate a
match with the vital records database.

If the computer match of past claimsidentifies inappropriate payments, the program
will need to seek recoveries. If resources are not available internaly, the program
should consider a contingent fee contract. However, a method for identifying date
of death before claims are paid is needed in the future. Aswe have stated, accessto
up-to-date death information through Social Security records, beforeclamsarepaid,
provides a more effective solution.

Recommendation No. 33:

The Department of Health Care Policy and Financing should pursuethe most effective
and efficient method to obtain date of death information. The Department should use
this information to seek recoveries for past inappropriate claims and to prevent
payment for services provided after date of death in the future.

Department of Health Care Policy and Financing
Response:

Agree. The Department was pursuing necessary activities to address the
billing of services after the client’s date of death prior to this audit. The
Department encountered the inadequate data and has already negotiated fees
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to coordinate data sources with the vital statistics data from the Department
of Public Health and Environment. The Department identified the issue in
August of 1998 and it was referred to the Program Integrity Unit for
investigation. We agree to continue our progress to utilize an effective
method to validate dates of death and to pursue recovery once inappropriate
payments have been identified. We expect to initiate recoveries in December
of this year, depending on the success of this first-time data match.

| mprove Records M anagement

In any organization, proper management of documentsisvital. When records are not
managed properly, thereare concernsthat staff arenot following required procedures.
To verify that required documentation was submitted with provider applications and
that the application materialswerefilled out completely, we sampled provider files at
Blue Cross/Blue Shield, the fiscal agent during our audit. Out of 19 files reviewed,
Blue Cross/Blue Shield was unable to locate one non-institutional Medicaid provider
application, one provider agreement, and three Electronic Data Interchange (EDI)
agreements. EDI agreements allow the provider to file claims electronically. The
Medicaid program could not explain why these files were misplaced. This raises
concerns about the accuracy of the application process. Five missing documents for
19 providersrepresents ahigh error rate. Missing documents can impact the success
of fraud and abuse cases. Without all provider documents, a case may be difficult to
prove.

Recommendation No. 34:

The Department of Health Care Policy and Financing should work withitsfiscal agent
to verify and document that all required application materials are included with the
initial application and that application materias are filled out completely before
enrollment into theMedicaid program. Current providersshould be contacted for any
missing application file documentation.

Department of Health Care Policy and Financing
Response:

Agree. We will instruct the current fiscal agent by August 1, 1999, to
continue to do a quality assurance check on al provider application
documents submitted since December 1, 1998, and in the future. Updating
the approximately 25,000 historical provider files transferred from the
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previousfiscal agent and contacting those providerswill take sometime. We
plan to update one fifth of those files each year until all have been reviewed
and updated by July 1, 2005, starting with higher-risk providers.

Adequacy of Documentation in Children’s Health
| nsurance Program Eligibility Case Files

The audit included testing the eligibility of children receiving benefits under the
Children’s Health Insurance Program (CHIP) by reviewing selected cases from the
contractor administering the State's program. We noted the case files were
disorganized inthat the basisfor determining the child's eligibility wasnot evident and
there was no log that tracked key events, calculations, and actions taken by the
contractor. In order to determinethe eligibility of children in the audit sample, it was
necessary to interview one of the contractor's digibility experts in addition to
reviewing the child's case file. This lack of documentation in case files results in
dependence on personnel to obtain a child's status under CHIP or other information.
This could become a problem if staff turnover occurs or if personnel are absent for
other reasons.

Recommendation No. 35;

The Department of Health Care Policy and Financing should ensure that case files
maintained by the administrative contractor for the Children's Health Insurance
Program clearly document theeligibility statusfor each child and adequately track key
activities and calculations related to the child's coverage.

Department of Health Care Policy and Financing
Response:

Agree. The Department will discuss thisissue at the February 2000 meeting
with our administrative contractor Child Health Advocates. We will ensure
that the case files maintained by the administrative contractor for the
Children’ sHealth Insurance Program clearly document theeligibility statusfor
each child and adequately track key activities and calculations related to the
provided coverage. Thisrecommendation should beimplemented by June 30,
2000.
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Department of Higher Education

| ntroduction

The Department of Higher Education was established under Section 24-1-114,
C.R.S,, andincludes all public education institutionsin the State. It also includesthe
Auraria Higher Education Center, the Colorado Commission on Higher Education,
the Colorado Council onthe Arts, the Colorado Student L oan Division, the Colorado
Historical Society, and the Division of Private Occupational Schools.

State publicinstitutions of higher education are governed by six different boards. The
governing boards and the schools they oversee are:

Board of Regents of the University of Colorado
University of Colorado at Boulder

University of Colorado at Colorado Springs
University of Colorado at Denver

Health Sciences Center

State Board of Agriculture - Colorado State University System
Colorado State University

Fort Lewis College

University of Southern Colorado

Trustees of the State Colleges of Colorado
Adams State College

Mesa State College

Metropolitan State College of Denver
Western State College

State Board for Community Colleges and Occupational Education
(SBCCOE)
13 Community Colleges

Trustees of the University of Northern Colorado
University of Northern Colorado

Trustees of the Colorado School of Mines
Colorado School of Mines
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The following graphs depict comparative data between the governing boards of the
State's colleges and universities:

Fiscal Year 1999
State of Colorado College & University
FTE Student Enrollment by Governing Board
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Source:  Financial and compliance audit reports for the applicable governing boards
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Colorado Student L oan Division

The Colorado Student L oan Program (CSLP) was created by an act of the Colorado
Legidature in June 1979, to assist Colorado residents in meeting expenses incurred
inavailing themselvesof higher education opportunities. CSLP'smissionisto provide
students with access and choice in higher education by ensuring the availability and
value of financing programs.

The following comments were prepared by the public accounting firm of Bondi &
Co., who performed work at the Colorado Student Loan Division.

Resolve the Reasons why the Outstanding Check
Balance Changes From One Month to the Next

CSL P maintains separate bank accountsfor |oan escrow activities. Thebank provides
areport of outstanding checks monthly, which the Division usesto prepare their bank
reconciliation. The Division reviews the report of outstanding checks and identifies
potential posting errors for checks and other items.

During our testing of the monthly bank reconciliations, we observed that the bank's
beginning balance on the outstanding check report did not agree with the ending
outstanding check balance from the previous month. In addition, several of the
reconciling items were outstanding for more than six months. Although the dollar
amount of the outstanding reconciling items is not significant, the changing of
bal ances has been occurring for more than a year.

When the computer balances change between the time one report is produced and
before the next month'sreport, it may mean that transactions are posted for which the
Divison is not notified. The Division identifies the differences for the bank and
requests that the bank adjust their records. According to CSLP staff, these
adjustmentsare not always made. When unknown cash transactions are posted to the
account and corrections are not made timely, the outstanding checks reported by the
bank to the Division may be misstated. This causes additional work for CSLP staff
aswell asincreasing the risk of errorsin the financial records.

CSLP has previoudly met with representatives of the bank and the State Treasurer's
Office. To date, the differences have not been resolved. Errors that CSLP staff
identify are not corrected by bank personnel inatimely manner. The State Treasurer's
Office oversees the master banking contract for the State and also a secondary
banking contract for the State. Management of the State Treasurer's Office has
represented that they are willing to work with CSLP to resolve this problem.
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Recommendation No. 36:

The Colorado Student Loan Division should work with the State Treasurer's Office
to resolve the reasons why the outstanding check balance changes from one month
to the next. The Division should ensure that differences are resolved in a timely
manner.

Colorado Student L oan Division Response;

Agree. It is CSLP s opinion that the proper controls are in place to detect
errors of this nature and protect the State and citizen's interests. CSLP
identified this issue as a result of its monthly reconciliation process and has
tried to resolve the issue by working with the bank and the State Treasurer’s
office. CSLP wantsto resolvetheissuein atimely manner, and will continue
to work with the bank and State Treasurer’s Office to resolve the matter
during the next year.

Exercise Due Diligenceto Obtain Information
From the Lenders on Loans Closed by the Lender

CSLP carries loans, which have been repaid to the lender by the borrower on its
financia records. The loans remain on the books until CSLP receives information
fromthe lender. The Federal Department of Education (ED) has required lendersto
report loan status information to CSLP, and in turn that information must be
submitted to afederal database.

The initial submission of datafrom lendersto CSLP was in February 1996. At that
time, according to CSLP staff, CSLP provided lenders with error reports that
identified loans on CSLP's system for which the lender had provided no information.
Those error reports identified an error rate of 3.9 percent. CSLP staff has been
working with lenders since 1996 to update the loan information.

During the audit, we identified seven loans out of 61 tested that were paid by the
borrower for which the lender had not notified CSLP that the loans were paid. Thus
these loans were still shown as outstanding on CSLP's financial records. This
represents an error rate of 11.4 percent. Although the error rate for the sample of
loans tested during the audit may not be representative of the entire population of
loans, itisacausefor concern. The seven loansidentified in thisaudit wereall onthe
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error report in February 1996. In November 1999, CSLP asked for updated
information from the lenders regarding these seven loans.

Beginning October 1, 1998, the Division hasreceived reimbursement from thefederal
government based upon the dollar amount of outstanding loans. With paid loans
being included in the books, the Division may be over claiming fundsfrom the federal
government.

According to CSLP staff, al state guarantee agencies haveidentified lender reporting
problems. Asaresult, the U.S. Department of Education (ED) has identified this as
a national issue and has agreed to provide guarantee agencies with the ability to
ensure lenders provide accurate data. Beginning in January 2000, ED plansto have
guarantee agencies conduct lender reviews (audits) that include a comparison of
lender data contained in the guarantee agency and federal datafiles. ED planstoissue
anew review (audit) guide which CSLP anticipates will identify sanctions that may
be imposed for improper reporting of data by lenders.

ED has also stated that it does not intend to pay guarantee agencies the maintenance
feefor any loans for which the lenders have not provided status updates since July 1,
1995. During this audit, it was not feasible to estimate the current or future dollar
impact on CSLP's maintenance fee revenue that may result from these changes. In
addition to follow-up on the seven errors identified in this audit and planning future
audits when federal sanctions are available, the Division should consider whether
additional procedurescould be performed now toidentify potential |oansinrepayment
status and other lender reporting issues.

Recommendation No. 37:

The Colorado Student Loan Division should continue to exercise due diligence to
obtain information from the lenders on loans closed by the lender.

Colorado Student L oan Division Response;

Agree. At time of the initial lender data submission error report and on
several occasions subsequent to that time, CSLP requested the lenders
provide that updated loan information. As stated, the federal Department of
Education hasidentified this as a national issue and has recognized that it did
not provide guarantee agencies with the ability to ensure lenders provide the
data. CSLP is working with the Department of Education to resolve the
lender reporting issues, intends to implement the new review (audit)
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requirements when received, and anticipates that required biannual reviews
will be completed by January 2002.

Board of Regents of the University of
Colorado

The Board of Regentsis constitutionally charged with the general supervision of the
University and the exclusive control and direction of all funds of and appropriations
to the University, unless otherwise provided by law. The University consists of four
campuses. Boulder, Health Sciences Center, Denver, and Colorado Springs, as well
as central administrative offices. Within the four campuses, 16 schools and colleges
offer more than 140 fields of study at the undergraduate level and 100 fields at the
graduate level.

University of Colorado

The University of Colorado was established on November 7, 1861, by Act of the
Territorial Government. Upon the admission of Colorado into the Unionin 1876, the
University was declared an institution of the State of Colorado, and the Board of
Regents was established under the State Constitution as its governing authority.

The following comment was prepared by the public accounting firm of KPMG LLP,
who performed work at the University of Colorado.

Internal Control Over Compliance Requirements Can Be
Improved at the Health Sciences Center

See Recommendation No. 7in Section |1 of the Schedul e of Findings and Questioned
Costs.
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Trustees of the Colorado School of Mines

The Board of Trustees is the governing body of the Colorado School of Mines and
is composed of seven members appointed by the Governor, with consent of the
Senate, for four-year terms, and one nonvoting student member el ected by the student
body.

Colorado School of Mines

The Colorado School of Mines was founded on February 9, 1874. The primary
emphasis of the Colorado School of Mines is engineering, science education, and
research. The authority under which the School operates is Article 40 of Title 23,
C.R.S.

Federal Grant Compliance

The School of Mines expended about $14.3 million of federal funds during Fiscal
Year 1999. Approximately $1.3 million was for student financial aid and the
remaining $13 million was for research and devel opment activities. The main federa
agencies that provided research and development funds to the University were the
U.S. Department of Energy at $3.9 million, the National Science Foundation at $2.8
million, and the National Aeronautics and Space Administration at $2.3 million.

The federal government has established compliance and reporting requirements for
the administration of federal grants. The requirements are set forth in a number of
places including the Office of Management and Budget (OMB) Circular A-133, the
OMB Compliance Supplement, the Code of Federal Regulations, and specific grant
and contract agreements with federal agencies.

The State Controller’ s Office requires that each state agency report certain federal
financiad and program information through preparation of a Schedule of Federal
Assistance. The State Controller's Office compiles the information from these
schedules for al state agencies. This compilation forms the basis for preparation of
the Schedule of Expenditures of Federal Awards for the State of Colorado that is
submitted to the federal government.

Our audit identified areas in which the University has not maintained an internal
control environment that ensures compliance with federal requirements. This could
jeopardize the University’ s ability to receive federa funding inthe future. It also can
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cause inaccurate reporting of the University’ s federal financial assistance programs
to the federal government.

Subrecipients Are Not Monitored or Properly
Reported

Primary recipients of federal funds can provide grant assistance to subrecipients(i.e.,
entities receiving federal funds from the University). Of the three subrecipients
identified on the University's Schedule of Federal Assistance, two were universities
in Texas and California. Federal regulations require that primary recipients monitor
subrecipients to ensure they comply with federal laws and regulations,

In Fiscal Year 1999 the University reported on its initial Schedule of Federa
Assistance that it passed through $1,158,431 of federal funds through seven
programs. Asdiscussed below, our audit found that the University did not adequately
monitor or report information about its subrecipients who are administering these
programs.

Our review showed that two of the seven programs (29 percent) listed on the
University’s original Schedule of Federal Assistance were incorrectly identified as
funds passed to subrecipients. Thesetwo programswere administered by University
professors who were carrying out federal research activities for the University. As
such, the funds should not have been reported as funds passed to subrecipients.
University staff subsequently corrected this error on the Schedule of Federal
Assistance after we brought this matter to their attention. This change reduced the
amount of funds passed to subrecipients reported on the Schedule by $141,404, from
$1,158,431 to $1,017,027.

Not only were the amounts reported incorrectly, but in addition, we could not satisfy
ourselves that al entities receiving federal funds from the University have been
properly included on the Schedule of Federal Assistance. This is because the
University does not have an adequate process to convey the subrecipient information
from the Office of Research Services to Accounting Department personnel who
complete the Schedule of Federal Assistance. The University needs to design a
processtoidentify al entitiesto whomit disbursesfederal fundsand evaluate whether
they are subrecipientsthat should be reported on the Schedule of Federal Assistance.

Further, the University needsto establish mechanismsto monitor subrecipientsso the
University isin compliance with the federal requirements. As a pass-through entity,
the University isresponsible for:
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* Monitoring the subrecipient’ s activities to provide reasonable assurance that
the subrecipient administers federal awards in compliance with federa
requirements. This can be accomplished by implementing a system to
a) regularly contact the subrecipients and make the appropriate inquiries
concerning the federal program; b) monitor subrecipient budgets, and
¢) review financia and programmatic records.

* Ensuring required audits are performed and requiring the subrecipient to take
prompt corrective action on any audit findings. This could include
determining whether the subrecipients met the thresholds requiring an audit
under OMB Circular A-133. If an audit is required, the University should
ensure that the subrecipient submits the reports and documents required by
OMB circulars to the federal government and the University.

e Communicating to the subrecipient the federal award information and
applicable compliance requirements. There should be written policies and
procedures to establish communication of federal award requirements to
subrecipients. Further, all agreements with subrecipients should include the
requirement to adhere to the compliance requirements applicable to the
federal program, including the audit requirements of OMB Circular A-133.

* Determining and evaluating theimpact of any subrecipient noncompliance on
the University's federa programs.

The University’s Office of Research Services has not established a subrecipient
monitoring process to meet the above responsibilities. As aresult, we were unable
to determine whether the University complied with applicable federal laws and
regulations regarding subrecipient monitoring, and whether subrecipients were in
compliance.

Thisfinding affectsthefollowing CFDA numbers: 12.F49620-98-1-0060, 43.NCCW-
0096, 66.502, 81.KH800022MW, 93.5R01-ES06825-02.

Grant Close-Out Reports Continueto Be
Submitted L ate

Federal rules and regulations generally require that close-out reports be submitted to
federal granting agencies within 90 days of project completion. These reports can
include both fiscal and programmeatic information. Both the 1997 and 1998 financial
and compliance audits of the University reported that the University was not
submitting federal grant close-out reports and reimbursement requests in a timely
manner.



138

State of Colorado Statewide Single Audit - Fiscal Year Ended June 30, 1999

Inreviewing lists of contracts pending closure and contracts closed out in Fiscal Y ear
1999, we noted the timely closure of federal projects continues to be a problem. Of
the 42 contracts pending closure at the end of Fiscal Y ear 1999, 33 (79 percent) were
latefor close-out. Almost half (48 percent) of these relate to grant projects with end
dates from one to seven years old. Of the grants that were closed in Fiscal Y ear
1999, 26 percent were projects closed over one year after the project end date.

The University has instituted new procedures and devoted additional resources to
close-out contracts over the past two years. However, alarge backlog of close-out
reports continues to exist. The University does not have a formal plan on how or
when it will eliminate the backlog. Developing such a plan would enable the
University to measure its progress in eliminating the backlog.

This finding affects the following CFDA numbers. 15.1434-CR-96-SA-00220,
47.0CE-9416088, 81. X AF-5-14142-11, 66.502, 10.652, 47.EEC-9622627, 47.ESI -
9553529, 81.KCR-6-15329-04, 47.DM1-9709408, 12.DAAG55-98-1-0070, 47.EIA-
9732601, 83.EMW-95-C-4770, 15.CKB00133495; MOD 5, 81.DE-ACO7-
951D13274, 81.KCR-6-15329-07, 81.XCO-8-18100-01, 81.AAD-8-18669-04,
81.KCR-6-15329-08, and 15.PO 16062. This finding also involves federal funds
received from Applied Technology Council and the University of Utah as pass-
through entities from the Federa Emergency Management Agency and the
Department of Energy, respectively.

Documentation Showing Compliance With
M atching Requirements Should Be Retained

Matching requirements provide for the University to pay a specified amount or
percentage of federal costsin cash or in-kind contributions. The specific matching
requirements are unique to each federal program and are found in the laws,
regulations, and contract or grant agreements for each program.

Inour review of federal matching requirements, wefound that the University doesnot
maintain information to determine whether it met all federal matching requirements.
The University needs to retain appropriate documentation to show that the matching
calculations and accounting entries made meet federal matching requirements. This
should include retaining spreadsheets. It aso would be useful to maintain a file
showing all the grants requiring a match as well as a copy of the contract or grant
provision that specifies the matching requirement.

This finding affects the following CFDA numbers. 47.CDA-9214573, 47.EAR-
9316197, 66.502, 47.CTS-512228, 47.CMS-9512434, 47.ECS-9523327, 47.ESI-
9553529, 47.CTS-9634899, 47.DUE-9750764, 47.EAR-9707054, 47.CTS-9711889,
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47.CTS9700312, 12.DAAHO04-94-G-0344, 47.CTS-9734136, 47.DUE-9851197,
47.DM S-9872005, 47.DUE-9850556, 66.R 826684-01-0, 12.630,47.DAM-9876135,
66.500, and 47.ANI-9996156. Thisfinding involvesfedera fundsreceved from the
University of Kentucky as a pass-through entity from the Department of Defense.

Non-Cash Assistance Is Not Reported on the
Schedule of Federal Assistance

For federal reporting purposes, the State Controller’s Office requires that state
agenciesdisclosethe valueof non-cash federal assistance ontheir Schedule of Federal
Assistance. The University’s Office of Research Servicestold us that the University
sometimesreceives non-cash federal assistancefor aproject in theform of equipment
or computers.

Thereis currently no processin place to report non-cash assistance on the Schedule
of Federal Assistance. The University needs to establish a mechanism for doing so
to enable it to meet federa reporting requirements.

This finding affects CFDA number 81. XAK-8-17619-28.

Recommendation No. 38:

The Colorado School of Mines should establish policies and procedures to ensure
compliance with federal requirements by:

a. ldentifying al entities that receive federal funds from the University and
evaluating which entities are subrecipients, monitoring subrecipients as
dictated by the federal government.

b. Developingaplanand timetablefor eliminating the backlog of grant close-out
reports and measuring its progress against the plan.

c. Retaining appropriate documentation to demonstrate compliancewith federal
matching requirements.

d. Reporting non-cash assistance in accordance with federal requirements.



140 State of Colorado Statewide Single Audit - Fiscal Year Ended June 30, 1999

Colorado School of Mines Response;

a Agree. Fiscad Services and the Office of Research Services will
coordinate effortsto accurately identify subrecipients of federal fundsand
adequately monitor those subrecipients as required by the federd
government. Our monitoring efforts will include regular contact with
subrecipients, the comparison of actual expenditures with approved
budgets, and the required review of any audit findings and related
corrective actions. Implementation—March 2000.

b. Agree. The University will establish a plan and continue to pursue
elimination of the backlog of pending federal project closeouts. It should
be noted that 14 of the federally funded projects pending closure at June
30, 1999 were funded by one agency. That agency withholds 1 percent
retainage, which is not released until a desk audit of the project is
conducted, sometimes years after the project end date. Accordingly, the
University can not realistically expect to eliminate the backlog of pending
closures unless we are successful in negotiating apolicy change with that
agency. Implementation—June 2000.

c. Agree. TheUniversity reviews al closing projects to assure compliance
with matching requirements. Fiscal Serviceswill improve the retention of
documentation (including copies of interim spreadsheets supporting the
matching calculations) that demonstrates our compliance with federal
matching requirements. Implementation—-January 2000.

d. Agree. Fisca Services will establish a mechanism to include non-cash
assistance in our Schedule of Federal Assistance. Implementation—
June 2000.
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| ntroduction

The Department of Human Services is solely responsible, by statute, for
administering, managing, and overseeing the delivery of human services throughout
the State. Services include the following: Welfare, vocationa rehabilitation,
mental health, youth corrections, and developmental disabilities. The Department
accomplishesits statutory responsibility through avariety of state-operated facilities
and programs, county-operated programs, and contractual arrangementswith public
and private human services providers across the State. In Fiscal Year 1999 the
Department expended approximately $1.4 billion and had 4,464.4 full-time-equival ent

staff (FTE).

We reviewed and tested the Department’s internal accounting and administrative
controls and evaluated compliance with state and federa rules and regulations.
Generdly, we found the Department to have adequate administrative and internal
controls in place to oversee its operations and meet state and federal requirements.
We identified four areas where improvements could assist the Department in

effectively managing its responsibilities.

| mprove Monitoring Process | n Place
Over Adoption Assistance Program

In Fiscal Year 1999 the Department expended approximately $18.4 million for the
operation of the Adoption Assistance (CFDA 93.569) program. Thisprogram, which
is governed by Title IV-E of the federal Social Security Act, was established to
provide financia assistance on behalf of children with specia needs to help defray
costs related to the adoption of these children. Children with special needs may

include the following:

A child who is physically or mentally disabled.
A child aged 7 or older.

A child who is a member of a minority group.

Infants diagnosed with Human Immunodeficiency Virus (HIV).
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The Adoption Assistance program is overseen by the Department's Division of Child
Wefare Services within its Office of Children, Y outh, and Families and administered
locally by the county departments of social services. Under the program, an adoptive
family may receive monthly subsidy payments to assist them with costs incurred
related to the child's specia need. These subsidies can be awarded on either a"time-
limited" or long-term basis. Counties are required to annually redetermine the
appropriateness of subsidy payments awarded. In Fiscal Year 1999 these payments
accounted for nearly $13 million, or 71 percent, of the Department's total Adoption
Assistance expenditures.

Thefederal Adoption Assistanceand Child Welfare Act of 1980 (Public Law 96-272)
requires states to have a periodic review process in place to ensure that adoption
assistance payments are made appropriately. We found that the Department's
monitoring process for Adoption Assistance maintenance payments is lacking.
Specificaly, we noted the following:

* No systematic planisin place for selecting counties to be reviewed.
o Casesfor review are not selected in a systematic manner.
* Review procedures are not documented.

* Results of the reviews are not documented and provided to county
Supervisors or management.

» Counties are not required to correct noted deficiencies through the
Department's formal corrective action process.

State Adoption Assistance staff reported that they reviewed recordsrelated to county
staff's annual redetermination of subsidy payments at six counties during Fiscal Y ear
1999. However, without a better defined and documented process, it is unclear
whether the Adoption Assistance program is adequately monitored and problems
identified are corrected.

We noted that the Department's Foster Care Review Team has a system in place for
reviewing maintenance payments for children placed in Foster Care families. These
processes are documented and results are provided to county management. In
addition, counties must correct the problems identified within 30 days or be subject
to the State's corrective action process.

The Department's Adoption Assistance Program should implement a similar
formalized system to monitor county compliance with federal regulations and to
ensure state and federal dollars are spent appropriately.
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Recommendation No. 39:

The Department of Human Services should improveitson-sitereview processfor the
Adoption Assistance Program by:

a

b.

Implementing arisk-based approach for selection of countiesto bemonitored.
Using arandom-sampling method for case file selection.

Documenting review procedures to be performed.

Providing written results of the review to appropriate county management.

Requiring counties to correct noted deficiencies through the Department's
formal corrective action process.

Department of Human Services Response:

a. Agree. The Department will review the number and kinds of technical
assi stancerequestsfrom aspecific county and complaintsfrom consumers
to identify counties to be monitored.

b. Agree. The Department will conduct a Stage | review of five percent of
the adoption assistance casesin any ten large county identified for review
and three percent of the casesin any balance of the state county identified.
If acounty failsthe minimum threshold, then the Department will conduct
a Stage Il review of ten percent of the adoption assistance cases. The
Department will randomly select cases from the monthly adoption
assistance report. Counties outside of the metropolitan area will be
requested to mail casesto the state office for review.

c. Agree. TheDepartment will develop amodified review instrument based
on the Federal Adoption Assistance instrument for case review.

d. Agree. The Department will send awritten report to the county director
within 14 working days identifying the outcomes of the review.
Compliance issues must be corrected and documentation of corrected
items provided to the Department of Human Services within 30 days of
receipt of the written report.
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e. Agree. The Department of Human Services will develop a Corrective
Action Plan when acounty department failsto comply with correcting the
errors within 30 days of receipt of awritten notice.




